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Abstract

The article moves the issue of the minimum wage, its significance and the meaning of existence on the social level. There have been
discussions over the issue over the years, with many supporters of the minimum wage as well as its opponents. The subject can be
considered in many respects - macroeconomic, microeconomic, financial, but primarily social. The author presents, what impact has
the existence of a minimum wage on a man, especially a young man who has just finished education and answers the questions:
whether the discrepancies in earnings are a normal thing? Whether the minimum wage can affect the reduction of social stratification
in earnings? It also shows the concept of fair wage and using modern methods of measuring human capital shows that it is possible to
calculate the level of minimum wage for pay. In the next section, it compiles the calculated minimum wage levels in each country,
together with the minimum wage that is in effect. By analyzing all the possibilities, the author concludes that the existence of a min-
imum wage is essential for the proper functioning of society as well as for the economy of a whole. However, it is a prerequisite to
set it at the right level, not too low and not too high, which in theory is feasible, but in reality, practically impossible, but still cannot
stop efforts and constantly update the value of the minimum wage to be as close as possible to the optimal value.
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1. Introduction

The problem of minimum wage has existed since time immemori-
al. Economists have for many years been debating the meaning of
the existence of a minimum wage. There are a group of people
who believes the existence of a minimum wage is necessary. The
precursor of this group was Adam Smith, the founder of the clas-
sical economics school who in his work in 1778 stated that the
lowest species of common labourers must everywhere earn at least
double their own maintenance (Smith 1776). The mercantilists had
a different opinion. They argued that the state should take care of
low food prices to be able to pay as little as possible to the work-
ers. Such a policy was supposed to guarantee the maintenance of
low labor costs and higher competitiveness of goods on foreign
markets. Moreover, the low pay was supposed to teach diligence
and attach the working man to his place of work (Stankiewicz
2006). Objectively, one could argue that each of the parties was
right and it was difficult to unequivocally judge which view was
right at that time. However, a number of countries have, over time,
supported the arguments for the existence of a minimum wage and
introduced it. Some countries have done this before, like Australia,
already in 1894, some it took a little more time (Poland - only
1956). The question is: In today's dynamic and changing times,
does the institution of the minimum wage continue to perform the
same functions as a few decades ago? If we still need it, how to set
it up? Perhaps its existence, due to many factors resulting from
broadly understood development, is no longer necessary? To an-
swer this questions exhaustively, one must take into account all
the factors - economic, demographic, social, political and more. In
this article, I will focus primarily on the perception of the mini-
mum wage on the part of society, and | will try to answer the
question: Why, despite decades of great technological progress,

there is still a large stratification of earnings, and what impact
does it have on us? The answers for these questions will bring us
closer to the proper understanding of the minimum wage institu-
tion, to confirm its utility or to show its impact on our lives.

2. The essence of work

Considerations should begin with the answer for the question -
why are we working? The answers may be many, but in terms of
the economic dimension of our work, it is primarily about issues
of broadly understood survival, that is, the acquisition of cash for
which we will be able to purchase food, clothes, cleaners and oth-
er necessities for life. This is a logical sequence of things, provid-
ed that we assume that money can only come from work. This
assumption, however, is not entirely correct, especially in today's
times when reality was completely different from that of decades
ago. You can make money by renting property, trading stocks and
other securities, playing in the forex market and in many other
ways, so in short: make money without putting too much of our
work. Many people rightly point out that in all the above- men-
tioned methods. However, quite a bit of initial capital is needed in
order for the profits to be sufficient to sustain and put aside money
for a "peaceful life." Is it impossible to get such initial capital? Of
course not. Assuming that we want to make money on renting a 2-
room apartment in the center of Krakow, to buy it for our own, we
need about 400000 PLN. Obtaining this amount will probably
require at least 10 years of work or 3 years of work and a hypo-
thetical loan, but it is possible. Our future revenues may not be too
high, but it will be certain and long-term. We can also try our luck
on the stock exchange and entrust our money to stockbrokers -
here you do not need such a large amount, for the beginning is
enough 100000 PLN. Possible gains will be greater than when
renting an apartment, but the very way to make money riskier. The
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above examples may and may be somewhat abstract, but they
clearly show that this work is the basis for acquiring equity,
which, when it reaches the right scale, will allow us not to work at
all. Until then, we have to work to be able to maintain ourselves.
Of course, it may happen that after the end of education, we will
have substantial initial capital - the inherited inheritance from a
very rich family, etc., but the vast majority of society is not in this
situation, so in our deliberations, we omit this situation.

3. The value of the fair wage

As we have already established, however, times have changed
only as apparent and in the matter of making money, most of us
still have to go to work, we should look at the issue of remunera-
tion. This issue is inherently linked with the issue of capital, which
has been widely perceived over the years. The most relevant term
for capital is to say that it is an abstract ability to perform work
(Dobija 2003) and work is the transfer of that capital from the
initial location to the work objects, measured in units of work.
(Dobija 2003). As you can easily guess, not everyone has the same
ability to do the job. A 23-year-old automotive mechanic with 2
years of experience and a completed vocational school has a much
lower ability to work than a 45-year-old with a secondary educa-
tion with more than 20 years of professional experience. The dif-
ferences in capital clearly result in differences in the remuneration
of these employees. To calculate for each of them a fair wage, use
the tools used to measure and report on human capital. The very
issue of measuring human capital began to develop only in the
1990s, and thus relatively late, given the importance to its role.
Today is a matter of great importance, and the field is constantly
evolving, and new tools are being developed. Capital itself is a
function of many variables, which always have the following val-
ues: k - monthly maintenance costs, t - time elapsed variable, T -
years of professional work and p - economic potential of potential
growth. The simplest model of human capital presents the formu-
la:

Hkt T, p)=K

Where: H (k, t, T, p) - value of human capital; K - capitalized
costs of living with the use of the p rate. However, this formula is
extremely simplified and is now used in an improved form that
takes into account the variables associated with professional edu-
cation and work experience acquired during work. Its form can be
described as follows [6]:

H(T,p)=(K+E)-[1+Q(T)]

Where: H (T, p) - value of capital attributed to a person with expe-
rience T years of work; K-capitalized maintenance costs; E - capi-
talized education costs; Q (T) - the growth factor of the experience
at the end of T years. By omitting in the constant records p the
above model can also be presented in an additive form:

H(M=K+E+D(T)

Where: D (T) means capital from experience; T (T) = H (0) * Q
(T), where D (0) = 0. This model is more convenient for the analy-
sis and shaping of wages.

When we have calculated the value of our capital, we calculate the
appropriate level of annual remuneration. For this we use another
formula:

W=H(T)+u

Pay at W = H (T) * u if u (8%) guarantees the retention of human
capital at its initial level because it exceeds the percentage of natu-
ral, spontaneous and random dispersion of human capital whose
average size, as shown by research (Koziot 2010, Renkas 2012), is
8% percent. If u> 8% the remuneration also includes the bonus

remuneration component, which not only allows the maintenance
of human capital but also its development.

4. The fair wage and actual wage

Knowing at least how much we should earn to make our pay can
be called fair, we can compare the value we calculate with the
value of the minimum wage in the country in which we live and
work. The results of our comparison will not be similar, as the
following table show, the discrepancies may be quite large:

Table 1: Minimum Wages in the USA, Poland and Ukraine in 2015 (Ren-
kas 2016)

Minimum wage  USA (t=17) Polska (t = 18) Ukraina (t = 18)

Monthly labor
costs

(8% - H(T,
p)/12)
Statutory
minimum wage
level
Percentage
compliance

1376,0 $ 2577,0 zt 3649,0 UAH

1355,0 $ 2100,0 zt 1462,0 UAH

99% 82% 40%

Values were calculated for a person entering the labor market - a
17-year-old from the US and his older colleagues from Poland and
Ukraine, so the factor of experience was omitted. This group of
people was specially selected for the study because the minimum
wage is primarily intended to allow for decent earnings for young
people who, as | mentioned earlier, do not have initial capital and
work (not counting family assistance) is the only source of income
that should existence at the normal, average level. So why are so
many disproportions? Factors describing such a state of affairs can
be quite a number, and it is difficult to identify them all in a given
case. In the case of Ukraine, the low level of the minimum wage
has a strong influence on the poor condition of the Ukrainian
economy. The monthly absolute cost of labor in Ukraine is very
low, if you compare it to the US, you could say that it is a small
fraction of it. However, comparatively, to the minimum wage set
by the government of Ukraine, it turns out that they are very large
or, by the weak state of the economy, the minimum wage is fixed
at too low a level. Of course, you can ask the question - why the
Ukrainian government will not increase the minimum wage twice?
Unfortunately, this is not so easy because, as it is with macroeco-
nomic activities, it would have, in addition to its advantages, also
disadvantages. One of the biggest drawbacks that would surely
occur with such a sharp rise in minimum wages is the increase in
unemployment. This may seem unnatural, but the economy is a
system of connected vessels, and every violent action often brings
negative consequences. Duplication of the minimum wage for a
trader means doubling the labor costs of the employees employed
by him. In such a situation, he will have to choose between opti-
mizing his or her work in terms of labor costs, often by reducing
the number of posts, increasing the gray area by hiring workers
without a contract or even by shutting down their operations, be-
cause in underdeveloped economies such as Ukraine, human labor
costs are controversial. percentage of operating costs, unlike high-
ly-developed economies. The effect would be quite the opposite of
the intended one, and by the rise of the gray zone, the state itself,
which is now in a very poor situation, would suffer. Depending on
the legal regulations (e.g. in Poland), the entrepreneur has yet
another possibility - to employ as the basis of civil-law contracts,
ie temporary contract, where the employee is not an employee in
the light of the law, and the contractor is not obliged to do so.
Labor law, and also the level of minimum wage, if the government
has not established its minimum value for this type of contracts (in
Poland, it is only from 1 January 2017).
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5. The actual wage is less than the fair wage —
effects of this state of affairs

18-year-old Ukrainian is in a very unfavorable situation. Inade-
quacy of its basic level of pay makes it impossible to retain indi-
vidual human capital. This means that while working in Ukraine
and earning at the level of minimum wage established there, it will
not develop and its capital will not grow. No development will be
reflected in the lack of life satisfaction. According to the United
Nations World Happiness Report for 2014-2016, which deter-
mines the level of prosperity and satisfaction of life, Ukraine ranks
132nd out of 155 countries surveyed. For comparison - Poland
ranks 46th and United States high 14th. Everybody strives for
prosperity and satisfaction in life, so the Ukrainians have been
emigrating to the West of Europe for many years in search of paid
work at a level that will allow them to live on a decent level. One
person is often emigrated, most often the head to the family - a
father who earned in Poland or another European country sends
his family in Ukraine. Interestingly, similar situation also took
place in Poland, especially in 2004-2008, when it belonged to
developing countries, not developed as it is now, and accession to
the European Union and the opening of opportunities to leave the
country to emigrate to the West large-scale employment. The fact
that it is very unfavorable for social reasons does not need to be
persuaded. There is no reason in Poland that the term “eurosiero-
ta", which is defined as a child who's at least one parent left for
work abroad, and how often psychologists add, is more likely to
have children with learning disabilities, addicts and are aggressive
(Wisniewski 2006). Mass emigration is also damaging in macroe-
conomic terms, as the state loses many workers who leave the
country only because of incomes incompatible with their human
capital. Most are physical workers who earn a minimum wage. In
another country, their earnings will also be at the minimum wage
level, but it will be a more developed country where the minimum
wage ensures decent living and satisfying their needs. This phe-
nomenon has been taking place in Poland for several years. Un-
employment in Poland is currently at a record low - 6.8% in Sep-
tember 2017, but in sectors where the need for manual workers is
high, workers are in short supply. This gap has been filled for
several years by workers coming from Ukraine, who comes to
Poland for a better life, just like Poles who travel to the west of
Europe.

6. The absence of minimum wage

The solution, which consists in the complete lack of regulation by
the state of the minimum wage level, seems unreasonable on the
basis of the above conclusions, yet in the world there are states
(though there are few) that have not decided on such a step. As for
the European Union, only six of them - Denmark, Italy, Austria,
Cyprus, Sweden and Finland - decided to introduce a minimum
wage, introduced Germany last year. Is there any connection be-
tween these 6 countries? Yes, these countries are characterized by
a highly developed social system and high taxes imposed on labor.
It can therefore be inferred that the minimum wage function in
these countries is fulfilled because citizens are not at risk of pov-
erty. Is this a better solution than the minimum wage? Many ex-
perts have doubts as an extended social system, combined with
high taxation on the part of the less motivated, may make them
prefer not to work. This, on the basis of previous considerations,
will result in a lack of capital growth from experience, not to men-
tion the social consequences. The absence of a minimum wage
without an extensive social system is not a good solution as it
would lead to serious labor market disruption. In each country
there are regions where unemployment is higher than average.
Removing the minimum wage would create a very strong employ-
er market in these regions, which would set the level of wages at
the appropriate level, i.e. the lowest, which, in practice, would be
less than the subsistence level under unfavorable market condi-
tions. Minimum wage eliminates the possibility of this occurrence.

Moreover, the minimum wage, and even more, its growth has a
positive effect on the level of the Gini index, thus reducing the
stratification of the population in terms of income.

7. The minimum wage at the right level guar-
antee the welfare

The analysis leads to the conclusion that the minimum wage
should exist, but additionally be set at the appropriate, not too low
but not too high. How can we understand the prosperity of this
solution? Everything comes from a simple economy, and even its
roots. The increase in the income of the population leads to higher
consumption, which in turn leads to the economic growth of the
state in which they live, with ceteris paribus. Dependency is quite
simple, but incredibly important. Another advantage of a well-
established minimum wage is the reduction of poverty - from the
point of view of society, we will live among the happiest people,
from the point of view of the state - we will reduce the costs asso-
ciated with the fight against poverty. Another plus of the mini-
mum wage from the point of view of the state is the increase in tax
revenue, but at this point it should be remembered that the mini-
mum wage level is not set too high, because then the effect will be
the opposite - will develop a gray zone. One cannot forget the key
fact that a poorly paid employee is a bad employee, where poorly
in our deliberations will mean wickedness, so below the minimum
wage he owes. It all comes down to fixing a minimum wage at the
right level, which is not a simple thing, because the number of
variables on which it is based is so large and so uncertain about its
value that in practice it is often impossible. It is often forgotten
that within a single country there are high-growth regions - such
as capitals where living costs are high, and poor regions where
there is no need for such large livelihoods. Ideally, the minimum
wage should be different for each region, because the same
amount will have a different purchasing power in the capital and
another in the province. In practice, few countries choose to dif-
ferentiate between minimum wages according to the region - such
a step has been decided by the United States, where in each state
the minimum wage is governed by local state law, but cannot be
lower than the country-wide minimum.

8. Conclusions

The answer to the question posed is, yes, the minimum wage is a
necessity, which is essential for the development of the worker,
economic growth and a positive influence on many other aspects,
provided that it is set at the right level - not too low but not too
high. Human capital measurement tools allow you to accurately
calculate the fair remuneration that a person should receive, taking
into account many factors. For the purposes of determining the
minimum wage level, however, we use simplified tools for meas-
uring capital, since, as a matter of principle, the minimum wage is
primarily directed towards people who are just entering the labor
market, have no experience or initial capital, work is their main
source of income, and therefore its The height should be at the
level that allows them to exist at an average level. Alas, the level
of the minimum wage is, unfortunately, also linked to the level of
economic development of the country - the more developed a
country is, the easier it is to fix the minimum wage at the optimum
level without the negative effects of the gray economy when the
minimum wage is too high or the emigration can occur. When the
minimum wage does not guarantee the preservation of human
capital at its initial level, ie when it enters the labor market. In
practice, it is virtually impossible to establish a minimum wage at
an optimum level, especially when it comes to annual change,
which must take into account the current level of economic devel-
opment in the country and the number of events and indicators
that are forecasted in the future. For this reason, there will always
be a deviation from the ideal level - employers will find it to be
too high and have to pay too much for their employment, and
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employees will want to grow from year to year, regardless of eco-
nomic growth or other. Indicators the mere fact of a minimum
wage is, however, unquestionable, it is only necessary to focus on
the most appropriate way of determining it in relation to reality,
which, with the current forecasting and measuring tools, will be-
come easier each year.
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