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THE CHANGE IN PRIORITIES OF STATE 

REGULATION OF THE SMALL BUSINESSES' 
DEVELOPMENT 

ЗМІНА ПРІОРИТЕТІВ ДЕРЖАВНОГО 
РЕГУЛЮВАННЯ РОЗВИТКУ МАЛОГО 

ПІДПРИЄМНИЦТВА 
  
Urgency of the research. Small business is the struc-

ture-forming element of the modern mixed economy. Its sub-
jects promptly react to the changes of market conditions, 
maintain a competitive environment, create new work places 
etc. 

Target setting. The imperfection of classification criteria 
and artificial narrowing of the economic substance of small 
business made some of the domestic business entities be out 
of state regulation. 

Actual scientific researches and issues analysis. Both 
foreign (P. Druker, H. Milenbush, S. Parker, D.Rechmen et al.) 
and domestic scholars (Z. Varnaliy, T. Kovalchuk,                   
V. Syzonenko, H. Sobol et al.) researched various aspects of 
the creation and operation of small business. 

Uninvestigated parts of general matters defining. The 
problems of transformation of the economic essence of small 
business in the modern economy of Ukraine and, on this ba-
sis, the feasibility of changes in priorities of state policy and its 
support need more investigation. 

The research objective. The objective of the paper is a 
comprehensive study of the economic essence of small busi-
ness, providing recommendations on improving its quantitative 
classification criteria and expanding its structure, formulation 
of proposals for effective directions of state support for each 
domestic small business. 

The statement of basic materials.  The weighty role and 
functions of small business in today's mixed economy are 
substantiated; its advantages and disadvantages are charac-
terized. On the basis of the critical analysis of existing classifi-
cation criteria and of the use of the world experience it is sug-
gested to broaden the criteria for its classification. While de-
termining qualitative criteria one should take into account the 
heterogeneity of small businesses and their contribution to 
economic development. Size criterion (small sole proprietors, 
micro enterprises, small businesses) is offered to be comple-
mented with the criterion of conformity to market economy 
("forced entrepreneurship", "mature entrepreneurship", "de-
manding entrepreneurship"). 

Conclusions. Using updated criteria and taking into ac-
count the importance, specificity and heterogeneity of domes-
tic small business, it is proposed to change the priorities of 
state policy of its maintenance. 

 

Актуальність теми дослідження. Структуроут-
ворюючим елементом розвитку сучасної змішаної еконо-
міки є мале підприємництво. Його суб’єкти швидко реа-
гують на зміну ринкової кон’юнктури, підтримують кон-
курентне середовище, створюють нові робочі місця 
тощо. 

Постановка проблеми. Недосконалість класифіка-
ційних критеріїв та штучне звуження економічного зміс-
ту малого підприємництва призвели до того, що певна 
частина реальних суб’єктів вітчизняного малого підпри-
ємництва не є об’єктом державної регулювання. 

Аналіз останніх досліджень і публікацій. Різнома-
нітні аспекти створення і функціонування малого підп-
риємництва досліджувалися як західними вченими         
(П. Друкер, Х. Міленбуш, С. Паркер, Д. Речмен та ін.), 
так і вітчизняними дослідниками (З. Варналій, Т. Коваль-
чук,    В. Сизоненко, Н. Соболь та ін.).  

Виділення недосліджених частин загальної про-
блеми. Не достатньо дослідженими залишаються про-
блеми трансформації економічної сутності малого підп-
риємництва в сучасній економіці України, і, на цій основі, 
доцільності зміни пріоритетів державної політики його 
підтримки. 

Постановка завдання. Завданням статті є всебіч-
не дослідження економічної сутності малого підприємни-
цтва, надання рекомендацій щодо удосконалення його 
кількісних класифікаційних критеріїв і розширення його 
структури, формулювання пропозицій щодо дієвих на-
прямків державної підтримки кожного із суб’єктів вітчиз-
няного малого підприємництва. 

Викладення основного матеріалу. У статті обґру-
нтовується вагома роль та функції малого підприємни-
цтва в сучасній економіці змішаного типу, характеризу-
ються його переваги та недоліки. На основі критичного 
аналізу існуючих класифікаційних критеріїв та викорис-
тання світового досвіду пропонується розширити кіль-
кісні критерії його класифікації. При визначенні якісних 
критеріїв слід зважати на неоднорідність суб’єктів ма-
лого підприємництва, їх внесок в розвиток економіки. 
Критерій розміру (дрібні фізичні особи-підприємці, мікро-
підприємства, малі підприємства) пропонується допов-
нити критерієм відповідності ринковим відносинам («ви-
мушене підприємництво», «зріле підприємництво», «ви-
багливе підприємництво»). 

Висновки. Використовуючи оновлені критерії та 
зважаючи на вагомість, специфічність і неоднорідність 
суб’єктів вітчизняного малого підприємництва, пропону-
ється змінити пріоритети державної політики щодо їх 
підтримки. 
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Urgency of the research. The long-term experience of developed countries persuasively affirms 

that subjects of small business play the structuring part of modern mixed economy. It is difficult to im-
agine market relations` development without this component. Under conditions of prolonged macroe-
conomic and political instability in Ukraine`s economy, a strong decline in living standards of its popu-
lation, devaluation of the currency and inflation, small companies can solve current problems. Moreo-
ver, it comes to create new jobs increasing incomes, market saturation in goods and services and so 
on. Therefore, special urgency gets research of economic essence of small business in the modern 
world.  

Target setting. In modern economic literature the economic concept of small business and entre-
preneurship has most widely acquired its identification of entrepreneurship whether of its subject - 
small enterprise or self-functional entrepreneur - private individual (small sole proprietor). It is consid-
ered that these approaches are insufficient to the definition of the concept's essence, while conforma-
ble identification confines its economic core.  

Actual scientific researches and issues analysis. Range of the most decisive foreign scholars, 
who consider the formation conditions and various aspects of small business and entrepreneurship, 
are intended S. Brue, R. Gallager, P. Drucker, H. Milenbush, S. Parker, D. Rechmen, P. Heyne,         
A. Hosking, M. Mescon, J. Schumpeter etc. Stated domestic scholars of small business and entrepre-
neurship are Z. Varnaliy, T. Kovalchuk, I. Mazur, E. Panchenko, V. Sizonenko, N. Sobol etc. 

Uninvestigated parts of general matters defining. Development of the definition of small busi-
ness and entrepreneurship in Economics is not full. Despite the growing number of publications de-
voted to the problems that exist in small business and entrepreneurship, in Ukraine in particular, there 
are still contradictions about this concept. The emphasis is made on such terms as: registration, fi-
nancing, taxation, management etc. In order to play companies’ functions in modern Economics, it is 
important not only to give practical advice about its establishment and administration, but also clarifi-
cation of its economic nature.  

The research objective. The main goal of this paper is a general research of economic essence of 
small business and entrepreneurship. Providing recommendation regarding improvement its quantita-
tive criteria classification and extending its structure. In addition, formulation of some specific sugges-
tions regards the effective aims of state support for every subject of small business and entrepreneur-
ship in Ukraine.  

The statement of basic materials. The value of small business and entrepreneurship for an effec-
tive development of modern market economy and reforming Ukraine’s society could be measured 
through its role and functions. 

The main functions of small business and entrepreneurship are: 
1) The capability of providing competitive character and contribution to reducing of monopoly 

tendencies in the modern mixed economy; 
2) Fast response on changes in market environment, flexibility and dynamism; 
3) Infiltration of consumer market and stimulation of gross demand; 
4) Assisting to effective solving unemployment problem while crisis periods which caused by ab-

sorption of excessive labour and creation of new jobs; 
5) Increasing of wealth rate and fight against poverty; 
6) Formulating of entrepreneurs as the basis for the middle class society; 
7) Softening (reducing) of social tension, democratization of market relations, providing of econom-

ic, social and political stability. 
The structural-logical scheme of weighty role and main functions of small business in modern mixed 
economy is presented Figure 1. 
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Fig. 1. The structural-logical scheme of weighty role and main functions of Small Business 
(Entrepreneurship) in modern mixed economy 

 
Quantitative classification parameters and data regarding its positive dynamics (quantity among all 

companies, employment rate, GDP share, etc.) are the main indicators of valuable role of small busi-
ness. 

Quantitative classification parameters of small business of Ukraine are determined in accordance 
with current legislation, to two criteria - average amount of laboring for a calendar year and the amount 
of annual earnings from any activities (Fig. 2). 

Besides quantitative features, small business has also qualitative aspects that are better shown in 
its specific advantages and disadvantages. The most valuable advantages of small business are:  

• Economic-industrial features (flexibility, dynamism, fast market saturation, adaptation to techno-
logical changes); 

• Institutional (accessibility and the effortlessness to this type of entrepreneurship) 
• Economic-social (saturation of the labor market with new working positions, providing social 

stability)  
• Socio-psychological (overcome of means' of production alienation, results of production activity, 

labor motivation) etc. 
Meanwhile, by the advantages of small business there exist the inherent shortcomings that also 

arise from its specificity. These are: 
• High dependence on market conditions; 
• Bigger vulnerability compared to big business, adverse economic factors and economic instabil-

ity (cyclical downturns, inflation, strengthening competition); 
• Weak segmentation of own market share and insufficient strong position on it; 
• Chronic deficit, connected to the low interest equity and need to attract borrowing costs; 
• Lack of technical equipment and primary material procurement comparatively to big entrepre-

neurship;  
• Major dependence on the some large customers; 
• Great risk and tendency to bankruptcy etc [2]. 
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Fig. 2. Quantitative classification parameters of Small Business (Entrepreneurship) of Ukraine  
Source: made by the author based on [1] 
 
As mentioned above, it is necessary to implement a balanced state policy to support small busi-

ness, and for the purpose fully determine its economic substance and specifics. 
In our opinion, we consider understanding of economic nature of small business (entrepreneurship) 

to be ineffective due to two reasons. First of all, it is limitation of quantitative criteria which was deter-
mined by Ukrainian Code of Administrative Offences. There is also no strict definition of small busi-
ness (entrepreneurship) among Tax Code of Ukraine, only different groups of business entities are 
divided into simplified taxation system. Secondly, heterogeneity of small business subjects is not de-
scribed in existing state regulations. Their execution among whole population of small business enti-
ties implicates the absence of state support, right of receiving tax preferences, etc. 

Business entities quantitative classification parameters vary due to national peculiarities of different 
counties. As opposed to two criteria in Ukraine, in EU countries (which are quite attractive for Ukraini-
an producers and exporters) there are three criteria: assets measurement criteria added to basic crite-
ria of annual average, employment rate, and annual income. The expediency of the latter could be 
explained by the situation when some companies could have high sales volume and annual income 
but own small amount for assets. That is why in EU countries de-facto and de-jure they are the sub-
jects of small business, and in Ukraine, de-facto they are, but de-jure - they are not.  

Based on the table 1, basic quantitative criteria of domestic small business (entrepreneurship) 
generally meet their criteria in the EU countries. 

This is a positive factor, because it correlates with the European standards. To improve Ukrainian 
legislation on the entrepreneurship the attention should be paid to the combination of the EU criteria 
above. Eligibility of an average number of employees, annual income or value of assets are the com-
pulsive criteria to classify an enterprise to a category. This flexible combination of classification criteria 
will make it possible to attribute more entities to the subjects of domestic small business. They can 
receive all the benefits from its position as required by a law and public policy. 

Small business sector is very miscellaneous by the structure. There is a great variety of economic 
players, mostly different micro-subjects - private sole proprietor and micro-enterprise with low produc-
tivity. Each of them has its own aim of activity and specification, that is characterized by the valuable 
problems and barriers. Therefore, it is advisable to review and extend the structure of national small 
business subjects and determine the productive ways of governmental support for each of businesses. 

Quantitative classification parameters of Small Business (Entrepreneurship) of Ukraine 

Small Business (Entrepreneurship) Entities 

 the average number of workers for the accounting period (calendar year): 
 no more than 10 people for a micro-entrepreneurships;  
 more than 50 people for a small entrepreneurships; 

 annual income from any activities for an annual average exchange rate of the National Bank of Ukraine 
which does not exceed the amount equivalent: 

 2 million euros for a micro-entrepreneurships; 
 10 million euros for a small entrepreneurships 

INDIVIDUALS 

 

LEGAL ENTITIES 
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Table 1 
Comprehensive analysis of quantitative criteria of business entities 

in Ukraine and countries of the EU 

Types of enterprises 

Quantitative criteria 
Ukraine The EU 

Average number of 
employees, per 

person 

Annual 
income, 
ml euro 

Average number 
of employees, per 

person 

Annual in-
come, ml 

euro 

Value of 
assets, ml 

euro 
Micro enterprises 0-10 ≤2 0-9 ≤2 ≤2 
Small enterprises 10-50 ≤10 10-49 ≤10 ≤10 
Middle enterprises 51-250 ≤50 50-249 ≤50 ≤43 

Big enterprises >250 >50 >249 >50 >43 
Source: [1; 3] 

 
We agree with the point of view of those economists, who consider that it is possible to divide small 

business entities in Ukraine into the greater number of groups, than it is determined in the current leg-
islation of Ukraine: small sole proprietors, micro enterprises, small enterprises [1].  

For instance, Varnaliy Z. S. suggests to classify small business entities in such groups: 1) tradition-
al, 2) research, 3) innovation-oriented small firms. They must differ by the criteria of regularity and the 
aim of innovative activity [4, pp. 413-415]. The experts of the Friedrich Neumann Foundation believe 
that small (and medium) companies in Ukraine can be divided into five groups: innovative growing 
companies, freelancers, subsistence businesses, stuck-in-the middle companies and pseudo self-
employed. 

These groups fulfil the criteria of small and mid-sized businesses, but in fact are very different from 
each other. They have their own specific problems. Fund experts conclude that economically justified 
is preexisting of only the first two groups, but the last three should not exist in the modern economy or 
play a minor role in it. [3]. 

We suggest to complete the criterion of size of small business entities (small sole proprietors, micro 
enterprises, small enterprises) with the criterion of compliance to the market relations. By this criterion, 
we propose to consider the following groups: "forced entrepreneurship", "mature entrepreneurship" 
and "demanding entrepreneurship" as the subjects of a domestic small business (entrepreneurship). 
We will characterize our vision of the offered groups. 

1. "Forced entrepreneurship" is the entrepreneurship, performed for the sake of accommodation, it 
is business against poverty. It is carried out by sole proprietors and the micro entities, whose only pur-
pose is income acquisition, sufficient only for personal living; survival of business owners. It is charac-
terized by the low level and experience of management of business owners, insufficiency of 
knowledge in the field of entrepreneurship. 

Such a type of activity in its essence is a forced, temporary phenomenon. It exists, as a rule, until 
the economy recovers and passes into a growth phase or until the owner of this business gets an op-
portunity to become a hired employee with the sufficient salary. This type of business activity prevails 
preliminary in the areas of market retail trade and in other places intended for trade, provision of popu-
lation with the elementary household services, first in small and remote from the cities settlements with 
the high level of unemployment etc. 

2. "Mature entrepreneurship" is the traditional activity of the micro and small enterprises, which are 
oriented at stable production volumes and sales in a certain field of activity. The owners of such a type 
of enterprises focus on the small, but fixed income, preserving the settled traditions in management, 
production and sales. They do not aim at fast risky development of the entity. Their activities are con-
ditioned by limited, stable and monotonous demand. 

"Mature" entrepreneurial structures carry out product-oriented small-scale production and consum-
er goods for the local needs, according to the shift in demand. They also make accessory products for 
the large enterprises which are engaged in the construction of small buildings, wholesale and retail 
trade, provide with the necessary types of service without which a person cannot exist and which are 
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unattractive for medium and large business. As an example of such an entrepreneurship we can take 
small specialized shops, hairdressers, repair workshops of household appliances, restaurant house-
hold etc. 

3. "Demanding entrepreneurship" is an innovative type of an entrepreneurship. As a rule, it evolves 
from the certain scientific discoveries and often becomes a "guide" of a new type of production or new 
products. It rarely requires the considerable capital investments and large staff of workers, but it is 
aimed at the stable development and riskiness. 

It includes newly created micro and small enterprises, innovative and attractive startups, IT compa-
nies whose activities are concentrated on the implementation of original and in most cases own inno-
vative idea. They are engaged in the realization of innovations and creation of the experimental sam-
ples of new products. 

In such companies in the long-term perspective, the small size is considered only as an intermedi-
ate stage of the lifecycle after which it has to grow up to its most effective size, according to the de-
mand of an industry. It is necessary to remind that Apple, Google, Toyota, Samsung and others start-
ed as small business entities, and now they are well-known and high-profitable giants. 

In table 2, we represent a combination of classification criteria of small business (entrepreneurship) 
entities in Ukraine that follows from their heterogeneity. 

Table 2 
Combination of classification criteria of Small Business (Entrepreneurship) in Ukraine 

   «Forced  
entrepreneurship» 

«Mature  
entrepreneurship» 

«Demanding  
entrepreneurship» 

Sole proprietors + – – 
Micro entities + + + 
Small enterprise – + + 

 
The most widespread in Ukraine are first two types - "forced" and "mature entrepreneurship". De-

spite the high innovative potential of subjects of a domestic small business, there is still steadily low 
level of their innovative activity in comparison with the EU countries. 

For the effective development of the "demanding entrepreneurship", it is necessary to overcome a 
number of obstacles, first, consequences of an economic crisis and low level of technical work equip-
ment, to improve general innovative climate in economy etc. So, according to the Bloomberg Innova-
tion Index, in 2016 Ukraine took the forty-second place in the rating of countries and appeared be-
tween Croatia (the forty-first place) and Serbia (the forty-third place). At the same time, the countries 
which, as well as Ukraine, about three decades ago began the process of transformation from com-
mand to modern mixed economy, achieved considerably better results. Poland rose in the rating by 
one step higher, than the last year, and took the twenty second place. Slovakia rose by three steps 
and took the thirty-sixth place [5]. 

In Fig. 3. there are reflected advanced criteria for small business entities on the basis of which it is 
reasonable to define the directions of effective state policy. 

In general, the state needs to strengthen its policy in the field of support of national entrepreneur-
ship and business potential. Indeed, the latest measures of regulatory policy in business area are the 
new project "On Approval of the Strategy of small and medium business in Ukraine for the term until 
2020" drafted in 2016 by the Cabinet of Ministers of Ukraine [6].  

The main aims of the strategy are, firstly, a determination of the long-term priorities of the state pol-
icy in the field of development of small and medium-sized enterprises, and, secondly, focus on creat-
ing favorable conditions for its evolution to match the best European practice. 

Besides, in January 2017 Ukrainian government has passed a draft law on Ratification of Agree-
ment between Ukraine and the EU on Ukraine's participation in the EU program for the “Competitive-
ness of Enterprises and SMEs (COSME) (2014-2020)”, which Ukraine officially joined in May, 2016. 
COSME aims to uphold small and medium-sized enterprises, particularly by facilitating their access to 
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EU markets and to the grants of direct financing, creating a favorable environment to increase compet-
itiveness and entrepreneurial culture formation. 
 

 
Fig. 3. Advanced criteria for the Small Business (Entrepreneurship) in Ukraine 

 
However, due to the heterogeneity of small business in Ukraine it is impossible to use a unified ap-

proach to their regulation. Even the most comprehensive and advanced program cannot solve specific 
problems of all the domestic micro-entrepreneurship. Therefore, it is necessary to change the priorities 
of state policy in the field of small business maintenance. Effective public policy should take into ac-
count the diversity of this structural unit of modern mixed economy and personalize instruments and 
measures to sustain it. 

We believe that the main task of government policy support of "forced entrepreneurship" is to help 
pseudo-entrepreneurs become true entrepreneurs, mainly through the creation of business support 
centers, various business courses etc. There they will have a chance to gain the necessary knowledge 
and entrepreneurial skills, master the entrepreneurial thinking style and realize the need for further 
development. 

"Forced entrepreneurship" agents are the most vulnerable to adverse macroeconomic factors, such 
as inflation, real income decline, depreciation, cyclicality and others, as they do business to ensure 
their own living and combat poverty. At the same time, such entrepreneurs are self-employed and cre-
ate new jobs, thus they do not join the ranks of the unemployed. Therefore, in terms of general eco-
nomic instability the state has to support their activity ultimately by reducing regulation, using the sim-
plest taxation, accounting and reporting systems. With the transition of the economy from crisis to sus-
tainable growth path, and with the increase in employment and income levels, the expedience of 
"forced entrepreneurship" will reduce dramatically. Thus, in the long term "forced entrepreneurs" must 
develop into the form of "mature" or even "demanding entrepreneurship." 

In our belief, public adjustment policy of "mature entrepreneurship" as of the most common type of 
enterprises should be aimed at: 

• income regulation through imposing differentiated tax rates; 
• creation of profit reserves which remain nontaxable (during the specific period, like a year); 
• establishment of favorable conditions for rental of premises and equipment owned by the state;  
• simplification of tax administration (particularly of information and analytical support, taxpayers 

registration, tax reporting, tax control, VAT refunds); 
• limitation of regulations (by reducing the number of documents and procedures required to do 

business); 
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• restriction of the powers of business control systems and minimizing the opportunities for corrup-
tion activities conducted by controlling bodies; 

• promotion of advanced technology, making the "mature entrepreneurship" one step closer to 
"demanding entrepreneurship". 

As "the mature entrepreneurship" is oriented mainly on satisfaction of local demand, it is necessary 
to focus on effective measures of regional state policy. 

"Demanding entrepreneurship" is the most desirable type of entrepreneurship in terms of economy. 
Only entrepreneurial firms, which intend to implement innovations and grow, can make a powerful 
contribution to economic development of Ukraine. Such type of an entrepreneurship needs to be stim-
ulated and supported in every possible way. For this purpose, we suggest to use the following 
measures: 

• to grant loans on establishment of the enterprise or its further innovative development which 
should not be returned in case of success; 

• to enter investment allowances which will be provided by specialized authorities and directed for 
release of technically advanced products and creation of new workplaces. 

Such measures will promote the innovative development of small business entities. In contrast with 
"mature entrepreneurship", which is oriented on satisfaction of local demand and needs effective sup-
port at the regional level, "demanding entrepreneurship" performs the greatest contribution to the de-
velopment of the national economy and therefore requires deliberated support and stimulation at the 
state level. 

The offered list of measures of small business entities state support depending on their classifica-
tion criteria, features of development and value for economy, is incomplete. It has to be put forward for 
the public discussion and consider positions of entrepreneurs directly, so as representatives of the 
government and management. 

Conclusions. Small business entities play a role of a structure-forming element of modern mixed 
economy, perform important functions and fill market niches in which medium and large business are 
not interested. At the same time, its political regulation is not weighed. We consider, for change of pri-
orities of its state regulation it is necessary to implement following steps: 

1. To use not two, but three indicators at determination of quantitative classification criteria of a 
small business, namely: to add to main criteria – the annual average number of workers and annual 
earnings – the size of assets. Even more, to consider the first criterion obligatory, and to use the last 
two optionally. 

2. To expand the structure of a domestic small business entities, considering its heterogeneity, 
specific signs and problems, to complement the criterion of size (small sole proprietors, microenter-
prises, small enterprises) with the criterion of compliance to the market relations ("forced entrepre-
neurship", "mature entrepreneurship", "demanding entrepreneurship"). 

3. To define the effective directions of the state support to each of small business entities, consid-
ering their features and value for economic development of the country. 
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