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KAPITEL 3/ CHAPTER 3
DEVELOPMENT OF SMALL ENTERPRISES OF UKRAINE: PROBLEMS

AND PROSPECTS
PO3BHTOK MATHXI TIJITIPHPEMCTB B YKPAIHI: ITPOBJIEMH TA ITEPCIIEKTHBH

DOI: 10.30890/2709-2313.2022-08-03-010

Introduction.

In the economy of most European Union countries, small business is in the lead
because it has a number of positive advantages. It quickly adapts to changes in
market conditions, has high flexibility, responds quickly to consumer needs and
more. Small business plays a significant role in the socio-economic development of
Europe: more than 20 million enterprises, accounting for 57% of total turnover, 53%
of value added and about 70% of employees [1].

An indicator of successful business activity is the position of countries in the
World Doing Business ranking by the World Bank. This Rating assesses the ease of
doing business, which is, first of all, the ease of starting a business, the efficiency of
obtaining permits, property registration, protection of investors' rights, payment of
taxes and more. According to the Program of Activities in 2020, Ukraine was planned
to enter the TOP-30 Doing Business rating according to the indicator “Enterprise
Registration”. However, in this ranking, our country took 64th place (according to the
indicators of "enterprise registration" and "real estate registration" - 61) [2]. The
small business sector in the national economy of Ukraine today does not play such an
important role as in economically developed countries.

The development of entrepreneurship in the current difficult socio-economic
conditions of our state significantly affects the stabilization and recovery of the
national economy. However, it should be noted that in the field of small business
economic risk is higher, and the "life cycle" of small businesses is usually shorter
than large ones. Small businesses are experiencing a number of difficulties. Banks
often deny them loans or give them high interest rates, which in turn leads to an
increase in production costs and slow down the modernization of production due to
lack of funds [2]. In order for entrepreneurship to function effectively, a well-
established credit mechanism is needed, which includes state support in the form of
soft loans - compensation of lending rates to commercial banks, financing from state
and regional small business support funds, and state guarantees [3].

Regardless of the form of entrepreneurship, its development depends on two
main conditions: the internal economic situation in the country as a whole and in its
regions, as well as the ability of a particular entrepreneur to use the rights given to
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him to achieve their economic goals. Imperfect tax policy has a negative impact on
the performance of enterprises in Ukraine. More than half of the company's income is
withdrawn in the form of various taxes and fees. In Ukraine, the following issues
remain unresolved in the field of entrepreneurship: uncertainty and insecurity of
property rights, procedural burden of doing business. The number of procedures in
Ukraine for doing business is 2-3 times higher than in developed countries. Excessive
number of administrative procedures in tax reporting and in the whole process of
doing business hinders the process of activating entrepreneurship [4].

Small and medium business in Ukraine provides 55% of gross domestic product
to the country's economy, in particular the share of small business 16% of GDP. But
large and medium-sized enterprises in Ukraine are 73% of GDP, ie micro and small
enterprises in Ukraine are 16% of GDP. In Europe - twice as much. At the same time,
the number of enterprises in Ukraine is slightly larger than in Europe, but at the same
time their efficiency is 10 times lower.

Small and medium business in Ukraine provides about 64% of value added,
81.5% of employees in business entities and 37% of tax revenues.

The introduction of quarantine restrictions due to the spread of the COVID-19
pandemic has led to the partial or complete closure of a number of enterprises. The
state creates conditions to support small and medium-sized businesses. The aim of the
reforms is to create favorable conditions for the development of a strong and
competitive small and medium-sized enterprise sector, given the temporarily limited
opportunities for financial support and the significant challenges facing the country.

In order to implement a comprehensive system of new opportunities for
stabilization and sustainable development of Ukraine's economy and increase
employment by maintaining existing and stimulating the creation of new high-
performance jobs with decent working conditions, the Cabinet of Ministers of
Ukraine dated 27.05.2020 Ne 534 .

The reform envisages the implementation of measures to support small and
medium-sized businesses aimed at:

- solving the problem of liquidity of small and medium-sized businesses by
implementing measures aimed at preserving jobs, simplifying access to finance and
reducing business costs;

- expanding access to markets by involving small and medium-sized businesses
in the implementation of measures for socio-economic development of certain
territories

and;

- optimization of regulation and simplification of administrative procedures for
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small and medium-sized businesses, which will be accompanied by the creation of an
effective infrastructure to support entrepreneurship;

- Improving access of small and medium-sized businesses to financing, in
particular through further implementation, improvement and promotion of the State
Program "Affordable Loans 5-7-9", introduction of a portfolio loan guarantee
mechanism, development of alternative financing methods, creation and promotion of
training programs and materials literacy;

- development of online platforms for access to alternative financing methods;

- development of the network of business and innovation centers, training and
certification of existing infrastructure (business centers, incubators, regional agencies,
etc.), as well as expanding the network of information points of the entrepreneur;

- development of grant and training support programs for the creation of
sustainable and competitive business models, restoration or adaptation of value
chains;

- increasing the institutional capacity of the state in the implementation of state
policy in the field of business development through the establishment of the Agency
for Development and Support of Small and Medium Business;

- development of a strategy for the development of small and medium
enterprises and a plan of measures for its implementation aimed at supporting small
and medium-sized businesses in the post-crisis period.

The Program of Activities of the Cabinet of Ministers of Ukraine identifies one
of the priorities - the creation of favorable conditions for the development and
restoration of small and medium enterprises [6]. To achieve this goal, the government
has identified a number of goals, including:

- ensuring employment by supporting the entrepreneurial initiative of citizens;

- providing fiscal, regulatory and financial support to employers in order to
preserve jobs;

- introduction of new and expansion of existing credit support programs for
small and medium enterprises;

- Attracting investment capital for the development of innovative and priority
sectors of small and medium enterprises by creating affordable tools for attracting
investment and introducing a special legal regime.

During 2016-2020, the number of enterprises in Ukraine as a whole increased
from 306.4 thousand in 2016 to 373.8 in 2020, ie increased by 22% (Table 1). At the
same time, a record increase in operating enterprises will be registered in 2019 -
380.6 thousand. The decline in 2020 compared to 2019 can be explained by the
introduction of restrictive measures and lockdown, due to the spread of acute
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respiratory disease COVID-19. Such measures in many cases have led to the closure
of enterprises, reducing the number of employees, reducing the volume of output.

Table 1 - Dynamics of the number of enterprises in Ukraine

Pix
Indicator Year 2016 2017 2018 2019 2020
(thousan % (thousand % (thousand % (thousand % (thousand %
ds) ) ) ) )
total 306,4 | 100 | 338,3 | 100 | 355,9 | 100 | 380,6 | 100 | 373,8 | 100
1arge 0,4 0,1 0,4 0,1 0,4 0,1 0,5 0,1 0,5 0.1
average 14,9 4,9 15,0 4.4 16,1 4,5 17,8 4,7 17,6 4,7
small 291,1 | 95,0 | 322,9 | 95,5 | 339,4 | 95,4 | 362,3 | 95,2 | 355,77 | 95,2
of which 247,6 | 85,1 | 278,1 | 86,1 | 292,8 | 82,3 | 3134 | 86,5 | 307,9 | 86,6
micro-
enterprises

Compiled on the basis of [7]

The vast majority of Ukrainian enterprises are small enterprises with up to 50
employees. In the general structure of enterprises, small enterprises accounted for
95.2% in 2020, ie their total number was 355.7 thousand (86.6% of them are micro-
enterprises with up to 10 employees). It was small enterprises that showed the
greatest growth dynamics during the study period - from 291.1 thousand in 2016 to
355.7 thousand in 2020 (an increase of 22.2%).

The number of medium-sized enterprises in 2016 amounted to 14.9 thousand
and in 2020 - 17.6 thousand, ie increased by 18.1%. Among all Ukrainian enterprises,
the average enterprises in 2020 were 4.7%.

The percentage of large enterprises is only 0.1 of the total.

Regarding the dynamics of the number of employees at Ukrainian enterprises,
we can say that the largest number of employees is provided by medium-sized
enterprises - 3 million people, or 48.9% of all employees at Ukrainian enterprises in
2020 (Table 2).

However, the introduction of restrictive measures to prevent the spread of
COVID-19 has led to significant negative consequences for business due to partial or
complete shutdown of some enterprises, complicated logistics, reduced demand and
destruction of supply chains.

In order to compensate for the financial losses of small and medium enterprises
during the period of forced downtime, expanding their access to cheap financial
resources, the Government decided to expand the state program "Affordable Loans 5-
7-9%". In 2020, the funding of the program amounted to UAH 2 billion; 7,575 loan
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agreements totaling UAH 17.4 billion have been concluded, of which 47% are
refinancing loans. The measures envisaged by the program are a mechanism for
lending to micro and small businesses, regardless of their field of activity.

Table 2 - Dynamics of the number of employees at enterprises of Ukraine

Pik
. 2016 2017 2018 2019 2020

?g;fator (milli (milli (milli (milli (milli

on % on % on o on o on o

peopl peopl peopl peopl peopl

©) ©) O) ©) e)
total 5,7 100 5,7 100 5,8 100 6,2 100 6,2 100
large 1.6 27,8 1,6 27,3 1,6 27,1 1,6 25,8 1,6 25,2
average 2,6 45,9 2,6 45,4 2,7 46,7 3,0 48,9 3,0 48,9
small 1.5 26,3 1.5 273 1.5 26,2 1,6 25,3 1,6 25.9
f which
micro- 0,6 37,5 0,6 43,0 0,6 40,1 0,6 39,6 0,6 40.2
enterprises

Compiled on the basis of [7]

Ukraine has introduced a mechanism for providing partial unemployment
benefits for the quarantine period for employees and individuals - entrepreneurs. In
2020, the Government allocated UAH 2.8 billion from the COVID-19 Acute
Respiratory Disease Fund to finance partial unemployment benefits for quarantine.
From 12 to 21 December 2020, there was a program of one-time financial assistance
to businesses to pay employees [8]. The Government has allocated UAH 1.8 billion
from the COVID-19 Acute Respiratory Disease Fund to implement this program.

For the development of small and medium enterprises, the state provides
targeted assistance, but does not monitor the results of the development of such
assistance by selected economic entities in the national economy. Implementation and
dissemination of the practice of microcredit is considered successful only if the
development of allocated resources from the state budget is in accordance with the
received applications and a competition for such assistance. This problem leads to
such negative consequences as inefficient allocation of resources without a proper
idea of where aid will be most beneficial to the economy. biased attitude of the main
groups of economic interests to reforms. As a rule, the main market participants
negatively perceive any changes due to the desire to preserve the existing benefits for
themselves.

From year to year the volumes of products sold by Ukrainian enterprises are
growing (Table 3). Thus, in general, during the study period from 2016 to 2020, the
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volume of sold products increased from UAH 6,237.5 billion. to 9781.1, ie increased
by 56.8%. The largest indicator belongs to medium-sized enterprises, which in 2020
provided 43.0% of the total.

Table 3 - Dynamics of the volume of products sold by enterprises of Ukraine

Year
Indicator 2016 2017 2018 2019 2020
Year (billion o (billion o (billion o (billion % (billion o,
UAH) UAH) UAH) UAH) UAH)

total 6237,5 100 | 7707,9 | 100 | 9206,0 | 100 |9639,7 | 100 | 9781,1 100
large 23914 38,3 12929,5 |38,0 |3515,8 |382 |3631.4 | 37,7 | 3560,7 | 36,4
average 2668,7 42,8 | 3296,4 | 42,8 | 3924,1 |42,6 | 4168,4 | 43,2 | 42044 | 43,0
small 11774 18,9 | 1482,0 | 19.2 | 1766,1 | 19,9 | 18399 | 19,1 |2016,0 | 20,6
of which

micro- 361,8 30,7 | 497.8 33,6 | 599.,6 34,0 | 6124 33,3 | 697,4 34,6
enterprises

Compiled on the basis of [7]

Today, Ukraine's economy is also characterized by import saturation [9]. It
appeared when the country became independent, but the situation is getting worse
every year, especially in those industries where there are all the prerequisites for
domestic production of similar products. In Ukraine, flows of imported goods enter
the domestic market without any opposition or barriers. Reducing imports will allow
domestic entrepreneurs to consolidate their positions in the domestic market, increase
competitive potential, and develop interregional and intersectoral ties. This, in turn,
will lead to positive social consequences: increasing employment, increasing income
and purchasing power, reducing poverty, labor migration, increasing labor mobility
and skills. Today's problems of import saturation are mainly solved by business
entities by reducing the cost of production and low labor costs, rather than by
reducing the material and energy intensity of production.

One of the main reasons hindering the development of small business in Ukraine
is the imperfection of tax legislation, as more than half of the income of enterprises is
withdrawn in the form of various taxes and fees. Reforming the tax system should
include a simple, clear system for calculating and paying taxes, reducing the number
of taxes, improving the system for calculating tax liabilities, and more. The situation
can be improved only with the introduction of new legislation by adopting systemic
changes [10].

The Association of Taxpayers of Ukraine is working on the development of the
Tax Code of Development, which is supported by 82 public associations of Ukraine.
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The Tax Code is designed to provide decent conditions for the formation and priority
development of national entrepreneurship and prosperity of Ukraine. Its main
provisions are based on today's requirements, according to which the tax system of
Ukraine must be flexible and respond quickly to changes in society and the economy:
it is the replacement of corporate income tax by tax and withdrawn capital,
replacement of the property tax model, a significant reduction in the heavy burden.
Adoption of the new Development Tax Code will radically change the tax system in
the country, promote voluntary payment of taxes, ensure the full flow of funds to the
budgets of all levels, thus helping the country to reach a new, European standard of
living. At the same time, taxpayers must be sure that the taxes paid are used by the
state as efficiently as possible for the benefit of every citizen and country.

Conclusions

Ukraine has made good progress in the field of entrepreneurship education,
given the emphasis on developing key competencies as part of the reform of the New
Ukrainian School, which includes entrepreneurship as a key competency. In order to
give the development of entrepreneurial skills a priority status as a key competence,
the country should establish a network of entrepreneurship training with the
participation of stakeholders in order to share experiences, knowledge and best
practices. A set of performance indicators needs to be developed and a monitoring
system for graduates introduced. A critical factor is the constant investment in the
teaching staff through teacher training and internships at enterprises, as well as
rewarding "entrepreneurial" teachers at the system level.

Entrepreneurship development is a complex and controversial process.
Sustainable functioning of entrepreneurship in Ukraine largely depends on a balanced
and effective public policy.
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